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Qtly Adj EPS  (FD)  Q1 Q2 Q3 Q4 Year
2016A $-0.01 $0.00 $0.03 $0.02 $0.04
2017E $0.07A $0.03A $0.02 $0.03 $0.15
2018E $0.05 $0.06 $0.06 $0.06 $0.22
2019E $0.07 $0.07 $0.07 $0.07 $0.27

(FY-Dec.) 2016A 2017E 2018E 2019E
CFPS $0.25 $0.43 $0.70 $0.66
FCFPS $0.11 $0.15 $0.47 $0.36
Revenues (M) $143 $214 $253 $277
EBITDA (M) $42 $95 $135 $157
Silver Equivalent Production 12 11 13 13
Silver Cash Cost (US$/oz) $8.13 $9.06 $8.12 $7.98
All-In Sustaining Cost ($/oz) $14 $16 $14 $14

Historical price multiple calculations use FYE prices. All values in US$ unless otherwise indicated.
Source: FactSet; company reports; Scotiabank GBM estimates.

Dissemination: October 24, 2017, 09:15 ET. Production: October 24, 2017, 09:09 ET.

 

CAPITALIZATION
 
 

 

Market Cap. (M) C$506
Net Debt + Pref. (M) C$81
Enterprise Value (M) C$587
Shares O/S (M) 163
Float O/S (M) 52

Volume and Closing Price for SMT-T
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Sierra Metals Inc.
Positive Operational Updates in Mexico

OUR TAKE: SMT released a positive update for its two Mexican assets, with
operational improvements tracking slightly ahead of our expectations. We rate SMT SO
based on solid organic growth potential, its strong financial position, and our robust FCF
outlook. Our revised 12-month target of C$4.25 per share (from C$4.00) is based on a
50/50 mix of 4.5x our average 2018E/19E EV/EBITDA and 1.0x our NAVPS estimate.

KEY POINTS

High grade ore to fill Cusi mill by Q2/18. SMT expects high-grade ore from the Santa
Rosa de Lima zone to largely fill the 650 tpd mill by Q2/18, one quarter faster than our
previous estimates, which we view as positive. We anticipate an updated NI 43-101
technical report in Q4/17 to provide additional colour on the nature of this production
growth (particularly with respect to head grades), and should serve as a meaningful
catalyst for SMT. In addition, SMT announced that Cusi's Ag recoveries have improved
from the ~65% level in H1/17 to an average level of 83% from August to October 2017.
While our previous estimates had assumed a LT recovery improvement to the ~80%
level, the pace of recovery has been faster than we had expected.

Bolivar Cu recoveries, throughput ahead of expectations. Cu recoveries have
improved to an average level of 82% from Q2/17 levels of 76% due to refinements in
the grind size of milled ore. Similar to Cusi, the recovery improvement is in line with
our previous LT estimates of 81% but the pace of improvement has exceeded our
expectations. SMT also announced that Bolivar mill throughput is expected to reach
3ktpd in Q1/18, slightly ahead of our prior estimates which assumed 2018 average
throughput of 2.8ktpd. Higher-grade Bolivar W and NW ore is expected to contribute by
H2/19, in line with our estimates.

Expansion plans increasingly in focus. At Cusi, SMT continues to study a mill
expansion and the results of a prefeasibilty study are expected by Q3/18. Our estimates
currently assume SMT expands Cusi's milling capacity to 2ktpd in 2022 at a capital
cost of $85M. SMT also plans to release an expansion study for Bolivar by Q3/18; our
estimates do not currently assume a Bolivar expansion.

Positive estimate revisions. Our 2018E and 2019E EBITDA forecasts of $135M and
$157M increased an average of 4% due to higher throughput and recovery assumptions
at both assets. Our NAVPS increased 3% to C$3.88.
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PERTINENT DATA
 
 

 

Rating Sector Outperform
1-Yr. Target C$4.25
 

SMT-T C$3.11
 

1-Yr. Return 36.7%
Div. (NTM) $0.00
Div. (Curr.) $0.00
Yield (Curr.) 0.0%
NAVPS C$3.88
P/NAV 0.80x
 

Valuation: 50/50 weighting of 4.5x average
2018E/2019E EV/EBITDA and 1.0x NAVPS

PERTINENT REVISIONS
 
 

 

New Old
1-Yr. Target C$4.25 C$4.00
Adj EPS18E $0.22 $0.20
NAVPS C$3.88 C$3.78
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Exhibit 1: Revised Cusi Silver Equivalent Production and Cash Cost Outlook 

 

Note: Forecast period assumes SMT’s equivalent prices of: $19.50/oz Ag, $2.28/lb Cu, $0.85/lb Pb, $1.05/lb Zn, and $1,369/oz Au. 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 2: Revised Bolivar Copper Equivalent Production and Cash Cost Outlook 

 

Note: Forecast period assumes SMT’s equivalent prices of: $19.50/oz Ag, $2.28/lb Cu, $0.85/lb Pb, $1.05/lb Zn, and $1,369/oz Au. 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 3: SMT Silver Equivalent Production and Cash Cost Outlook 

 

Note: Forecast period assumes SMT’s silver equivalent prices of: $19.50/oz Ag, $2.28/lb Cu, $0.85/lb Pb, $1.05/lb Zn, and $1,369/oz Au. 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 4: CFPS and FCFPS Forecast 

 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 5: Net Debt per Share Forecast 

 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 6: Net Debt to EBITDA Forecast 

 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 7: Debt to Capitalization Forecast 

 

Source: Company reports; Scotiabank GBM estimates. 
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Exhibit 8: Forecast Sensitivities to a +10% Change in Metal Prices 

 

Source: Scotiabank GBM estimates. 

2017E 2018E 2019E 2020E 2017E 2018E 2019E 2020E
Silver ($/oz) $17.14      $18.50      $20.00      $20.00      EBITDA ($mm) 95              135            157            147            
Zinc ($/lb) $1.31         $1.50         $1.60         $1.50         EPS ($/sh) $0.15         $0.22         $0.27         $0.26         
Copper ($/lb) $2.77         $2.85         $3.00         $3.25         CFPS ($/sh) $0.43         $0.70         $0.66         $0.64         
Lead ($/lb) $1.04         $1.10         $1.20         $1.20         NAV (C$/sh) C$3.88

2017E 2018E 2019E 2020E 2017E 2018E 2019E 2020E
EBITDA 2%             4%             5%             5%             EBITDA 4%             5%             4%             4%             
EPS 4%             9%             8%             8%             EPS 8%             10%           7%             6%             
CFPS 2%             3%             4%             4%             CFPS 4%             3%             4%             3%             
NAV 9%             NAV 4%             

2017E 2018E 2019E 2020E 2017E 2018E 2019E 2020E
EBITDA 4%             6%             6%             8%             EBITDA 1%             3%             2%             2%             
EPS 9%             12%           11%           14%           EPS 3%             5%             4%             2%             
CFPS 4%             3%             5%             6%             CFPS 1%             2%             2%             1%             
NAV 10%           NAV 2%             

Silver Price +10%

Copper Price +10%

Base Case Metal Prices

Lead Price +10%

Zinc Price +10%

Base Case Estimates
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Exhibit 9: Sierra Metals NAV Breakdown (as at year-end 2017) 

 

NAV assumes long-term prices of $20/oz Ag, $1.00/lb Zn, $3.00/lb Cu, $0.95/lb Pb, starting 2022. Base case Cusi NAV discounted at 5% to reflect precious metals as primary 
source of revenue. 

Source: Company reports; Scotiabank GBM estimates. 

(in millions except as noted) USD USD CAD CAD
10% 8% 10% 8% C$/sh % Op. NAV % of NAV

Yauricocha 361             397             435             478                $2.58            68%               66%          
Bolivar 104             116             126             140                0.75               20%               19%          
Cusi 57                70                68                84                  0.45               12%               12%          
Operating assets 523             582             630             702                $3.79            100%             98%          

Corporate adjustments
Cash 86                86                103             103                0.56               14%          
Non-cash working capital 1                  1                  2                  2                    0.01               0%            
Attributable debt (51)              (51)              (62)              (62)                 (0.33)             (9%)           
Corporate SG&A (35)              (39)              (42)              (47)                 (0.26)             (7%)           
Closure / reclamation (14)              (14)              (16)              (16)                 (0.09)             (2%)           
Corporate tax adj. 30                32                36                38                  0.21               5%            
Net asset value 539             597             650             719                $3.88            100%        

Fully diluted shares outstanding 185             

Net asset value per share $2.91          $3.22          $3.51          $3.88            

CAD 8%

EQUITY RESEARCH | DAILY EDGE
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Exhibit 10: Sierra Metals Operating and Financial Outlook 

 

Source: Company reports; Scotiabank GBM estimates. 

METAL PRICE FORECAST 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Silver (US$/oz) $35.31      $31.16      $23.91      $20.18        $15.73         $17.10         $17.14        $18.50        $20.00        $20.00      $20.00      0%             8%             8%             
Copper (US$/lb) $4.00         $3.61         $3.33         $3.18          $2.50           $2.21           $2.77          $2.85          $3.00          $3.25         $3.50         26%           3%             5%             
Lead (US$/lb) $1.09         $0.93         $0.97         $0.96          $0.81           $0.84           $1.04          $1.10          $1.20          $1.20         $1.10         24%           6%             9%             
Zinc (US$/lb) $1.00         $0.88         $0.87         $0.94          $0.88           $0.95           $1.31          $1.50          $1.60          $1.50         $1.35         39%           14%           7%             

PRODUCTION FORECAST 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Silver (Moz) 2.4             2.6             2.6             3.1               3.1               3.0               2.4               3.6               4.1               3.9             5.9             (18%)          49%           11%           
Copper (Mlbs) 16.3           15.9           15.9           22.6             23.2             23.4             26.1            27.5            31.5            37.7           39.7           12%           5%             14%           
Lead (Mlbs) 32.9           35.7           38.0           48.8             42.2             40.6             31.4            34.7            30.5            20.0           19.7           (23%)          11%           (12%)          
Zinc (Mlbs) 48.7           59.0           51.7           54.3             42.1             56.6             75.2            73.4            65.3            55.2           54.5           33%           (2%)            (11%)          

Silver equivalent (Moz) n/a n/a 9.4             11.8             10.9             11.9             11.4            12.9            13.3            12.9           15.1           (5%)            13%           3%             
Copper equivalent (Mlbs) n/a n/a 62.9           78.6             72.9             79.4             97.3            110.2          114.0          110.0         128.8         23%           13%           3%             

UNIT COST FORECAST 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Yauricocha (US$/t) $50.09      $58.02      $52.30      $45.94        $52.88         $55.76         $60.74        $58.25        $58.00        $58.00      $58.00      9%             (4%)            (0%)            
Bolivar (US$/lb, CuEq) $1.18         $1.40         $1.28         $1.28          $1.33           $1.15           $1.32          $1.35          $1.17          $1.15         $1.18         14%           3%             (13%)          
Cusi (US$/oz, AgEq) -             -             $11.52      $8.07          $8.82           $10.28         $15.73        $6.73          $6.57          $6.82         $6.48         53%           (57%)          (2%)            

AgEq Cash Costs (US$/oz) n/a n/a n/a n/a $7.50           $8.13           $9.06          $8.12          $7.98          $8.32         $8.09         11%           (10%)          (2%)            
AgEq AISC (US$/oz) n/a n/a n/a n/a $16.17         $14.08         $15.75        $13.86        $13.61        $14.28      $13.84      12%           (12%)          (2%)            

INCOME STATEMENT (US$MM) 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Revenue 101            180            144            173              134              143              214             253             277             266            301            49%           18%           9%             

Cash cost of sales (41)             (71)             (69)             (73)               (80)               (82)               (96)              (93)              (94)              (95)             (108)           17%           (3%)            2%             
Selling, general & admin (17)             (24)             (22)             (25)               (21)               (22)               (23)              (22)              (23)              (23)             (24)             4%             (1%)            2%             
Exploration & Other 1                (1)               2                (2)                 (1)                 2                   (1)                 (3)                 (3)                 (2)               (2)               (131%)        nm (0%)            

EBITDA 45              84              55              73                32                42                95                135             157             147            167            126%         43%           16%           
Depreciation & amortization (53)             (92)             (78)             (50)               (47)               (45)               (65)              (62)              (65)              (61)             (65)             45%           (4%)            4%             
Interest expense (5)               (8)               (5)               (5)                 (5)                 (4)                 (3)                 (2)                 (1)                 (0)               (0)               (6%)            (44%)          (59%)          
Other (5)               (0)               (12)             (3)                 (19)               (1)                 (3)                 -              -              -             -             nm (100%)        -             
Income taxes (2)               (10)             3                (3)                 3                   (6)                 (10)              (25)              (32)              (30)             (36)             73%           150%         28%           
Non-controlling interest 0                2                4                (2)                 2                   0                   (5)                 (8)                 (8)                 (7)               (7)               nm 72%           7%             

Reported net income (20)             (26)             (34)             9                  (33)               (12)               9                  38                51                49              59              (173%)        nm 32%           
Adjusted net income (20)             48              30              30                4                   7                   24                38                51                49              59              nm 58%           32%           

Adjusted EPS ($/sh) ($0.17)       $0.32         $0.19         $0.19          $0.03           $0.04           $0.15          $0.22          $0.27          $0.26         $0.32         nm 45%           27%           
Shares (mm) 116            151            158            159              161              162              163             177             185             185            185            1%             9%             4%             

CASH FLOW STATEMENT (US$MM) 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Net earnings (20)             (28)             (38)             11                (35)               (13)               13                46                59                56              66              nm nm 28%           

Depreciation & amortization 53              93              79              51                47                46                65                62                65                61              65              42%           (4%)            4%             
Other 8                (7)               (14)             (2)                 20                11                (5)                 17                (1)                 2                (2)               (145%)        nm (105%)        

Cash from operations 42              58              27              60                31                44                73                126             123             119            129            68%           71%           (2%)            
CFPS $0.36         $0.35         $0.14         $0.35          $0.17           $0.25           $0.43          $0.70          $0.66          $0.64         $0.69         75%           62%           (6%)            

Sustaining capex (5)               (8)               (13)             (24)               (25)               (20)               (25)              (25)              (25)              (23)             (23)             29%           1%             (2%)            
Growth capex (19)             (19)             (31)             (16)               (12)               (6)                 (23)              (18)              (32)              (67)             (8)               nm (23%)          80%           

Free cash flow to the firm 18              31              (17)             20                (6)                 18                25                83                66                30              99              38%           nm (20%)          
FCFF per share $0.15         $0.20         ($0.11)       $0.13          ($0.04)         $0.11           $0.15          $0.47          $0.36          $0.16         $0.53         37%           nm (23%)          

Debt issued (repurchased) 97              (25)             4                (11)               (5)                 3                   (26)              (29)              (8)                 (9)               -             nm 10%           (73%)          
Dividends to NCI -             -             (9)               (7)                 (1)                 (0)                 (8)                 (14)              (14)              (12)             (12)             nm 74%           3%             

Free cash flow to equity 115            5                (22)             2                  (12)               21                (9)                 40                44                9                87              (141%)        nm 10%           
FCFE per share $0.99         $0.03         ($0.14)       $0.01          ($0.07)         $0.13           ($0.05)         $0.23          $0.24          $0.05         $0.47         (141%)       nm 6%             

Equity issued (repurchased) 148            45              (1)               0                  -               -               13                42                -              -             -             -             nm (100%)        
Dividends to SMT shareholders (9)               (6)               (7)               (1)                 -               -               -              -              -              -             -             -             -             -             
Other sources (uses) of cash (249)           16              (5)               (4)                 (4)                 (4)                 (3)                 (2)                 (1)                 (0)               (0)               (31%)          (38%)          (49%)          

Net sources (uses) of cash 5                60              (35)             (4)                 (16)               17                1                  81                43                8                87              (94%)          nm (46%)          

BALANCE SHEET (US$MM) 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2017E 2018E 2019E
Cash and equivalents 20              80              45              41                25                42                43                124             167             176            262            2%             187%         35%           
Other current assets 90              47              51              52                37                40                48                52                55                53              60              19%           9%             4%             
Current assets 111            127            96              93                62                82                91                177             222             229            323            11%           93%           26%           
PP&E 440            378            344            330              302              282              267             249             241             269            234            (5%)            (7%)            (3%)            
Other assets -             0                2                1                  4                   1                   1                  1                  1                  1                1                124%         0%             0%             
Total assets 551            505            441            424              369              365              360             426             464             499            558            (1%)            18%           9%             

-             -             -             
Current liabilities (ex-debt, AROs) 47              31              26              36                29                42                47                47                47                47              52              12%           0%             0%             
Debt 116            89              94              82                76                79                54                25                17                9                9                (32%)          (53%)          (32%)          
Decommissioning liability 11              12              16              15                14                14                14                13                13                13              13              (2%)            (3%)            (3%)            
Other liabilities 105            90              75              57                51                45                41                61                62                62              62              (8%)            49%           1%             
Total liabilities 279            222            210            190              171              179              155             147             139             131            136            (13%)          (6%)            (5%)            
Shareholders' equity 216            237            196            205              171              160              182             263             314             363            422            14%           44%           19%           
Non-controlling interest 56              46              35              30                27                26                22                17                11                6                1                (13%)          (26%)          (34%)          
Total liabilities & shareholders' equity 551            505            441            424              369              365              360             426             464             499            558            (1%)            18%           9%             

<< In CAD Pre-2013 Annual Growth Profile

EQUITY RESEARCH | DAILY EDGE
Tuesday, October 24, 2017, Pre-market

6

Th
is

 r
ep

or
t i

s 
in

te
nd

ed
 fo

r 
m

m
ca

lli
st

er
@

si
er

ra
m

et
al

s.
co

m
. U

na
ut

ho
ri

ze
d 

di
st

ri
bu

tio
n 

of
 th

is
 r

ep
or

t i
s 

pr
oh

ib
ite

d.



Company Overview

Company Description
 
 

 

Sierra Metals Inc. is a mining company that produces, develops, and explores a variety of base and precious metals assets in Peru and
Mexico. The company holds an 82% interest in the Yauricocha polymetallic mine, a 100% interest in the Bolivar copper mine, and a
100% interest in the Cusi silver mine.

Risks
 
 

 

Key Risks: Commodity price, resource conversion, operating and technical risks, limited common share liquidity

Total Return Index of SMT-T
 
 

 

 
 

 

Source: Scotiabank GBM; FactSet.
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Appendix A: Important Disclosures

Company Disclosures (see legend below)*
 

Sierra Metals Inc. VS0479, VS0480, VS0481

I, Ian Grundy, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect
my personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations
or views expressed by me in this report.

This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst.

All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication
date, unless otherwise explicitly stated.

All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director
and Co-Head, Global Capital Markets, who is not and does not report to the Head of the Investment Banking Department. Scotiabank,
Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public
information across internal information barriers, such as between Investment Banking and Research.

The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall
profitability of Scotiabank, Global Banking and Markets, and the revenues generated from its various departments, including investment
banking, trading fees and other types of transactions. Furthermore, the research analyst’s compensation is charged as an expense
to various Scotiabank, Global Banking and Markets departments, including investment banking. Research Analysts may not receive
compensation from the companies they cover.

Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to FINRA Rule 2241
restrictions on communications with subject company, public appearances and trading securities held by the analysts.

For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit gbm.scotiabank.com/
disclosures.

Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1.

Time of dissemination: October 24, 2017, 09:15 ET. Time of production: October 24, 2017, 09:09 ET. Note: Time of dissemination
is defined as the time at which the document was disseminated to clients. Time of production is defined as the time at which the
Supervisory Analyst approved the document.

*Legend
 

VS0479 Research Associate Ian Grundy visited Bolivar, an operating copper mine in Chihuahua, Mexico on August 10, 2017. Partial
payment was received from the issuer for the travel-related expenses incurred by the Research Associate to visit this site.

VS0480 Research Associate Ian Grundy visited Yauricocha, a Polymetallic Zn-Cu-Pb-Ag mine in Yauyos Province, Peru on August
7-8, 2017. Partial payment was received from the issuer for the travel-related expenses incurred by the Research Associate to
visit this site.

VS0481 Research Associate Ian Grundy visited Cusi, an operating silver mine in Chihuahua, Mexico on August 9, 2017. Partial
payment was received from the issuer for the travel-related expenses incurred by the Research Associate to visit this site.
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Rating and Price Target History

Oct-14 Jan-15 Apr-15 Jul-15 Oct-15 Jan-16 Apr-16 Jul-16 Oct-16 Jan-17 Apr-17 Jul-17 Oct-17 Jan-18
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0.50
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Sierra Metals Inc. (SMT-T) as of October 23, 2017 (in CAD)

Ratings Legend: FS=Focus Stock; SO=Sector Outperform; SP=Sector Perform; SU=Sector Underperform; T=Tender; UR=Under Review; CS=Coverage Suspended; DC=Discontinued Coverage
*Represents the value(s) that changed.

Source: Scotiabank GBM estimates/Scotia Howard Weil estimates; FactSet.

30-Aug-2017
Price: 3.25
Rating: I:SO
Target: 4.00

29-Sep-2017
Price: 3.15
Rating: SO
Target: 4.25*

03-Oct-2017
Price: 3.18
Rating: SO
Target: 4.00*

Powered by: BlueMatrix
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings
We have a four-tiered rating system, with ratings of Focus Stock, Sector Outperform, Sector Perform, and Sector Underperform. Each
analyst assigns a rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not
limited to, stocks covered by the analyst.

The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s
12-month view on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views
on these securities that differ from their 12-month view due to several factors, including but not limited to the inherent volatility of the
marketplace.
Ratings
 
 
 

Focus Stock (FS)
The stock represents an analyst’s best idea(s); stocks in this
category are expected to significantly outperform the average
12-month total return of the analyst’s coverage universe or an
index identified by the analyst that includes, but is not limited to,
stocks covered by the analyst.

Sector Outperform (SO)
The stock is expected to outperform the average 12-month total
return of the analyst’s coverage universe or an index identified
by the analyst that includes, but is not limited to, stocks covered
by the analyst.

Sector Perform (SP)
The stock is expected to perform approximately in line with
the average 12-month total return of the analyst’s coverage
universe or an index identified by the analyst that includes, but
is not limited to, stocks covered by the analyst.

Sector Underperform (SU)
The stock is expected to underperform the average 12-month
total return of the analyst’s coverage universe or an index
identified by the analyst that includes, but is not limited to,
stocks covered by the analyst.

Other Ratings
Tender – Investors are guided to tender to the terms
of the takeover offer.

Under Review – The rating has been temporarily
placed under review, until sufficient information has
been received and assessed by the analyst.

Risk Ranking
As of June 22, 2015, Scotiabank, Global Banking
and Markets discontinued its Low, Medium, and High
risk rankings. The Speculative risk ranking reflects
exceptionally high financial and/or operational risk,
exceptionally low predictability of financial results,
and exceptionally high stock volatility. The Director
of Research and the Supervisory Analyst jointly
make the final determination of the Speculative risk
ranking.

Scotiabank, Global Banking and Markets Equity Research Ratings Distribution*
 

Distribution by Ratings and Equity and Equity-Related Financings*

49.8%
44.6%

5.6%

42.7% 38.9% 7.7%
Sector Outperform Sector Perform Sector

Underperform

0%

20%

40%

60%

    * As of September 30, 2017.              Source: Scotiabank GBM.

Percentage of companies covered by
Scotiabank, Global Banking and Markets Equity
Research within each rating category.

Percentage of companies within each rating
category for which Scotiabank, Global Banking
and Markets has undertaken an underwriting
liability or has provided advice for a fee within
the last 12 months.

For the purposes of the ratings distribution disclosure FINRA requires members who use a ratings system with terms different
than “buy,” “hold/neutral” and “sell,” to equate their own ratings into these categories. Our Focus Stock, Sector Outperform,
Sector Perform, and Sector Underperform ratings are based on the criteria above, but for this purpose could be equated to
strong buy, buy, neutral and sell ratings, respectively.
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General Disclosures

This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets.
Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “globally
branded research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet
the most stringent standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the
analysts who produce the research reports, regardless of location, are subject to one set of policies designed to meet the most stringent
rules established by regulators in the various jurisdictions where the research reports are produced.

The frequency of reports is determined by the analyst on a case-by-case basis, driven by external market factors and issuer
announcements. Analysts will endeavour to review and publish such estimates and recommendations as soon as possible after the
release of material information by the issuer or the occurrence of other relevant events. This will typically involve, at a minimum, a
summary of quarterly earnings releases.

Scotia Capital Inc. ("SCI"), as principal, and Alberta Investment Management Corporation ("AIMCo"), on behalf of certain of its clients,
have each agreed to sell 2,750,000 common shares ("Common Shares") of TMX Group Limited ("TMX") representing an aggregate
of approximately 9.9% of the issued and outstanding Common Shares of TMX as of October 2, 2017. The Common Shares are being
sold by SCI and AIMCo by way of a trade carried out under exemptive relief from certain provisions of the Universal Market Integrity
Rules granted by the Investment Industry Regulatory Organization of Canada at a gross price of $67.00 per Common Share. After
giving effect to the trade, SCI and AIMCo will each hold less than 5% of the issued and outstanding Common Shares of TMX and will
no longer be entitled to appoint nominees to the board of directors of TMX.

This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or
solicitation of an offer to buy any securities and/or commodity futures contracts.

The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the
report is distributed.

The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank,
Global Banking and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.

Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this
report is current as of the date of this report, unless otherwise specified.

Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no
representation that any transaction may be or could have been effected at those prices.

Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from
the opinions expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates.

Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss
arising from any use of this report or its contents.

Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson
Financial/First Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of
equity research or who wish to access the proprietary model used to produce this report should contact Scotiabank at 1-800-208-7666.
A list of all investment recommendations in any financial instrument or issuer that have been disseminated during the preceding 12
months is available at the following location: gbm.scotiabank.com/disclosures

This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained
in it be referred to without the prior express consent of Scotiabank, Global Banking and Markets.

Additional Disclosures

Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia.

Chile: This report is distributed by Scotia Corredora de Bolsa Chile S.A., a subsidiary of The Bank of Nova Scotia.

Colombia: This report is distributed in Colombia by Banco Colpatria Multibanca Colpatria S.A. as authorized by the Superintendencia
Financiera de Colombia to The Bank of Nova Scotia (“Scotiabank”) by Resolution 058 of 2014 and to Scotia Capital Inc. by Resolution
0226 of 2015. Said Resolutions authorize Scotiabank and Scotia Capital Inc. to promote and advertise their products and services
through Banco Colpatria Multibanca Colpatria S.A. This report is prepared by analysts employed by The Bank of Nova Scotia and
certain of its affiliates including Scotia Capital Inc.

Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future
Commission to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority.
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Japan: This report is provided simply as advice and investment decisions shall be made at each investor’s own risk. Scotia Securities
Asia Limited and any of its affiliates shall not provide compensation for any loss incurred by the reader.

Mexico: The information contained in this report is for informational purposes only and is not intended to influence the decision of the
addressee in any way whatsoever with respect to an investment in a certain type of security, financial instrument, commodity, futures
contract, issuer, or market, and is not to be construed as an offer to sell or a solicitation of an offer to buy any securities or commodities
futures contracts. Scotiabank Inverlat Casa de Bolsa, S.A. de C.V. is not responsible for the outcome of any investment performed
based on the contents of this research report.

Peru: This report is distributed by Scotia Sociedad Agente de Bolsa S.A., a subsidiary of The Bank of Nova Scotia.

Singapore: For investors in the Republic of Singapore, this document is provided via an arrangement with BNS Asia Limited pursuant to
Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for accredited, expert
or institutional investors, as defined under the Securities and Futures Act (Chapter 289 of Singapore). If there are any matters arising
from, or in connection with this material, please contact BNS Asia, located at 1 Raffles Quay, #20-01 North Tower, One Raffles Quay,
Singapore 048583, telephone: +65 6305 8388. This document is intended for general circulation only and any recommendation that
may be contained in this document concerning an investment product does not take into account the specific investment objectives,
financial situation, or particular needs of any particular person, and advice should be sought from a financial adviser based in Singapore
regarding the suitability of the investment product, taking into account the specific investment objectives, financial situation, or particular
needs of any person in receipt of the recommendation, before the person makes a commitment to purchase the investment product.

United Kingdom and the rest of the European Economic Area: Except as otherwise specified herein, this report is distributed by
Scotiabank Europe plc, a subsidiary of The Bank of Nova Scotia. Scotiabank Europe plc complies with all requirements under the EU
Market Abuse Regulation concerning investment recommendations.

United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. broker-
dealer. All transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc.

Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, Global Banking
and Markets entity in their local jurisdiction unless governing law permits otherwise.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with "Global Banking and
Markets," is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of
Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc., Scotia Capital (USA) Inc.,
Scotiabanc Inc., Citadel Hill Advisors L.L.C., The Bank of Nova Scotia Trust Company of New York, Scotiabank Europe plc, Scotiabank
(Ireland) Designated Activity Company, Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de
C.V., Scotia Inverlat Derivados S.A. de C.V. – all members of the Scotiabank Group and authorized users of the mark. The Bank of
Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of the Canadian Investor Protection Fund
and regulated by the Investment Industry Regulatory Organization of Canada. Scotia Capital (USA) Inc. is a broker-dealer registered
with the SEC and is a member of FINRA, NYSE, NFA and SIPC. Scotiabank Europe plc is authorized by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Scotiabank Inverlat, S.A., Scotia
Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by the Mexican financial
authorities.

© The Bank of Nova Scotia 2017

This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained
in it be referred to without prior express consent.
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